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Chapter 1.  Websites for Economic Information and 
Commentary  

Steven C. Kyle, Associate Professor 
 
 

1. http://rfe.org                                                                                                       Resources for Economists 
This American Economics Association website has an encyclopedic list of all sorts of web-based 
economics sites. 

2. http://www.economagic.com/ Economagic -- Economic Times Series Page
Economagic is an excellent site for all kinds of U.S. economic data, including national income 
accounts, the Federal Reserve, the Bureau of Labor Statistics and more.  The site includes a very 
useful graphing function and allows downloads to excel worksheets as well as simple statistical 
functions. 

3. http://www.econstats.com/                                                                                       Economic Statistics 
EconStats is another site with links to all kinds of US data. It also has links to data for 
many other countries. 

4. http://www.whitehouse.gov/fsbr/esbr.html Economics Statistics Briefing Room
This is the White House site for overall economics statistics.  This also includes links to other 
parts of the government. 

5. http://www.cbpp.org/index.html Center on Budget and Policy Priorities
The Center on Budget and Policy Priorities is a non-partisan web site that focuses on economic 
policies related to the budget and their effects on low- and moderate-income people. 

6. http://www.argmax.com/ ArgMax
This is an excellent site for economic news, data links and analysis. 

7. http://www.econlib.org/ Library of Economics and Liberty
The Library of Economics and Liberty web site features articles and links to many books and 
other economics related resources. 

8. http://cf.heritage.org/budget/cbo/BudgetTreeStart.cfm Heritage Foundation
The Heritage Foundation comments on economic policy from a conservative viewpoint.  This 
link takes you to a very useful federal budget calculator that will help you understand what the 
federal government spends its money on and where they get the money from. 

9. http://www.kowaldesign.com/budget/ Budget Explorer
This site contains a budget explorer which I like because it allows you not only to calculate your 
own budget but also links to the various executive branch departments with spending authority, 
so you can see exactly where the money is going. 

10. http://www.concordcoalition.org/ The Concord Coalition
The Concord Coalition is a non-partisan group advocating a balanced budget.  Their site contains 
very useful graphs and projections showing what current taxing and spending proposals mean for 
the federal budget in the years ahead. 

11. http://www.economy.com/dismal/ The Dismal Scientist
This is a very good web site for evaluations of current statistics and policy. 
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12. http://www.federalbudget.com/ National Debt Awareness Center
The National Debt Awareness Center has a useful graph providing up to date information on the 
size of the national debt and what the Federal Government is spending money on. 

13. http://www.ombwatch.org/ OMB Watch
OMB Watch is another web site devoted to information on what is happening to the federal 
budget.  Click on http://w3.access.gpo.gov/usbudget/fy2004/maindown.html to link to OMB's 
own presentation of the 2004 budget. 

14. http://www.brook.edu/default.htm The Brookings Institution
The Brookings Institution publishes lots of good articles on current economic and political 
policy. 

15. http://www.realtor.org  National Assoc. of Realtors
Check this site if you want information on real estate.  

16. http://www.census.gov/ U.S. Census Bureau
The U.S. Census Bureau web site provides demographic and population numbers. 

17. http://www.briefing.com/FreeServices/ Briefing.com
For a more in-depth analysis of stock and bond markets and the factors that influence them, 
check out Briefing.com. 

18. http://www.imf.org/ International Monetary Fund
The International Monetary Fund is an excellent site for data on all member countries, with a 
particular emphasis on balance of payments, exchange rate and financial/monetary data. 

19. http://www.worldbank.org/worldbank.htm The World Bank Group
The World Bank has cross country data on a wide variety of subjects. 

20. http://www.undp.org/ United Nations Development Programme
The UNDP has cross country data with a particular focus on measures of human welfare and 
poverty. 

21. http://www.fao.org/ Food and Agriculture Organization of the UN
The Food and Agriculture Organization of the UN has cross country information on food and 
agriculture. 

22. http://datacentre2.chass.utoronto.ca/pwt/ Penn World Tables
The Penn World Tables are a useful source for a variety of economic data series not available 
from other sources. 

23. http://www.bls.gov/fls/ U.S. Department of Labor, Foreign Labor Statistics
The Foreign Labor Statistics program provides international comparisons of hourly compensation 
costs; productivity and unit labor costs; labor force, employment and unemployment rates; and 
consumer prices.  The comparisons relate primarily to the major industrial countries, but other 
countries are included in certain measures. 

24. http://www.kyle.aem.cornell.edu/ Professor Kyle’s Web Site
Visit my web site for information about me, material contained in this chapter, and my work in 
the area of economic policy. 
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Chapter 2.  The Marketing System 
Kristen S. Park, Extension Associate 

 
 
 

Special Topic—The “Local” Story 
 

“"Locally grown" is the hottest trend in food right now among consumers concerned with reducing 
fuel and pollution generated by moving food all over the world, and with keeping farms in their 
communities,” Carol Ness, Chronicle Staff Writer, San Francisco Chronicle, Wednesday, July 26, 2006 

 
“Local” has been on the move for a while now, but it has recently been strengthened 1) by the 

increase in fuel prices and 2) as somewhat of a backlash against major retailers’ moves into organics. 
Advocates of supporting local small and medium size farms in rural areas have found solace in organic 
agriculture. And for many years “organic” has been a term which also provided a sense of local agriculture. 
But this past spring Wal-Mart made its announcement to increase their offerings of organic products by 
100%. Concerns about meeting this with already rising demand from retailers such as Whole Foods include 
concerns about pressures on production which would weaken organic standards and also lead to imports of 
organics from foreign countries. In addition, whether true or not, the latest food safety scare with spinach has 
resulted in many consumers looking harder at organics and looking more to “local”. They feel more 
confident, and perhaps more in control, in knowing that their food was grown by a farmer they know. Is it 
now time for “local” to experience the next boom (or boon) to smaller-scale agriculture? 

 
In November, Cornell Cooperative Extension hosted its “Strategic Marketing Conference” in the 

heart of food country-right down the road from the Culinary Institute of America in Hyde Park, NY. The 
conference supported panels of speakers from agriculture, retailing, and food service. The word from the 
buyers was that “local” is in demand, and they can’t find enough of it. 

 
Demand from food service is primarily from white table cloth restaurants looking for means to 

differentiate their business. Chefs have found “local” to be synonymous with higher quality in terms of 
freshness and shrink. It also provides the story to engage customers who want their restaurant to provide 
stimulating entertainment and conversation as well as a quality meal. According to Dan Barber, owner and 
chef at the Blue Hill and the Blue Hill at Stonebarn restaurants, the greatest trend is in pasture-raised be it 
pigs, chickens, sheep, lamps, or ducks. “The quality difference for chefs is unbelievable,” and “Grass based 
system is the future for meats.” 

 
Is there is good story for vegetables as there is for meats? Barber said that every chef hears [from 

producers] that the Northeast is the worst growing region in the US. Yet, he stated that he gets the best and 
sweetest root vegetables here, around the autumn/winter season after the freeze. Barber’s ending comment 
was to know what is possible to produce here, to capitalize on regional tastes, and to provide a story about 
you and your farm to the consumer. 

 
Demand from retail can come from local independent food retailers or even from regional and 

national chains. Wendy Carter, Locally Grown Coordinator for the supermarket chain Hannaford says, 
“Hannaford is passionate about supporting local community and supporting the farmer.” When the customer 
knows they have locally-grown product, they can’t keep it in the store! Their challenge is letting the customer 
know it is there. Her advice for farmers looking to start selling to a retailer, which was echoed by the other 
panelists, was to always start conversations at the store manager level and in the winter so both parties can 
start plans for the marketing season.  Hannaford encourages produce managers to value long-term 
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relationships. This also means that they do not want the store manager to not buy random truckloads for the 
spot buy.  

 
Adams Fairacre Farms, a 3-store retailer in the Hudson Valley, does $100 million annually with 

produce being the single largest department. Being a local business they like to sell local farm products. They 
have greatest demand for lamb, beef, and cheeses. Their challenge is finding farm product. Farmers in the 
region are drawn to the Greenmarkets in NYC, and do not generally have enough product for the retailer. 
While they have relationships with local apples and sweet corn, they are trying to find ways to work with 
farmers to get product. One way is to let their Ulster County store serve as a drop-off point for farmers while 
they provide their own inter-store trucks to transport product to the other stores. 

 
 The comments by these buyers at the conference were encouraging. Even nationally, “local” is on the 
move. Whole Foods, the recent supermarket marvel growing at levels unheard of in food retailing, has said 
that it plans to buy more from smaller growers. In addition, it recently announced 5 initiatives to support local 
agriculture. Whole Foods plans to:  
 

• Give $10 million a year in low-interest loans to help small, local farmers and producers of grass-fed 
and humanely raised meat, poultry and dairy animals. Select Regional and Store Buyers will be 
empowered to extend these loans to help support smaller scale agricultural entrepreneurs. 

• Raise its standards of humane care for the animals who supply meat, eggs and dairy to the stores. 
Whole Foods has hired an "animal compassionate field buyer" to work with producers to ensure that 
they meet the standards.  

• Set up Sunday farmers' markets in the parking lots of some Whole Foods stores.  
• Whole Foods Market is changing the job responsibilities of our Regional Buyers to focus more on 

sourcing local products for their stores. 
• Give Regional and Store Marketing Teams direct responsibility for communicating and educating our 

customers about locally produced products to tell the stories of local producers.  
 
While Whole Foods is only 1 retailer, albeit with 189 stores, it is in the competitive spotlight and you can be 
sure that other retailers are taking note of its actions. 
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The U.S. Food Marketing System Update 
 

Food and beverage sales grew nicely in 2005, increasing $66 billion from 2004 to a total of $1.1 
trillion (Table 2 – 1). Growth paced approximately 6.0% for total food and beverage sales as well as for all 
subcategories. Food-at-home sales as well as food-away-from-home sales grew 5.9% and 6.0% respectively. 
Food and beverage sales fed approximately 300 million Americans, as the U.S. Census announced in October 
that U.S. had reached the mile mark with an estimated 300 million residents living in the country. 

 
 

TABLE 2 – 1. FOOD SALES1 
Sector Sales 2004 Sales 2005 Increase Growth 

 --$ billion-- --$ billion-- --% change-- 
Total food and beverage sales 1,039,909 1,105,910 66,001 6.0 
   Total food sales (excluding alcohol) 915,616 973,658 58,042 6.0 
      Food at home sales 489,520 520,319 30,799 5.9 
      Food away from home sales 426,096 453,339 27,243 6.0 
   Alcoholic beverage sales 124,293 132,252 7,959 6.0 
1 Does not include home production, donation, or school lunch program expenditures 
Source: USDA-ERS, http://www.ers.usda.gov/briefing/CPIFoodAndExpenditures/Data/table1.htm, last updated:  June 8, 2006. 
 

 
The USDA Economic Research Service calculates expenditures beyond dollar sales. When all food 

consumption expenditures are estimated, including food produced at home (at-home consumption) and school 
lunch programs and other child nutrition subsidies (away-from-home consumption), at-home food 
expenditures are approximately 51.5% of all food expenditures (Figure 2 – 1). This figure held steady from 
2004. Food expenditures away from home are estimated to be 48.5% of total food expenditures. Numbers 
from USDA have been updated and revised since last year when they reported that away-from-home 
expenditures were greater than at-home expenditures. 

 

 

FIGURE 2 – 1.  PERCENT OF TOTAL CONSUMER FOOD EXPENDITURES, AT HOME AND AWAY 
FROM HOME 
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Source: USDA-ERS, http://www.ers.usda.gov/briefing/CPIFoodAndExpenditures/Data/table1.htm, last updated:  
June 8, 2006. 
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Food-away-from-home expenditures are catching up to food-at-home expenditures, although it did 
not reflect this in 2005. The increase is not only due to an increase in volume of consumption—more 
consumers eating out more often—but also in a slight increase in restaurant prices relative to retail (at-home) 
prices. Table 2 – 2 illustrates this slight trend for increasing restaurant prices relative to retail prices. 

 
 

TABLE 2 – 2.  RELATIVE PRICES OF FOOD AT 
THREE STAGES OF THE SYSTEM 

 
 
 

Year 

 
Restaurant 

prices 

 
Retail store 

prices 

Manufacturers' 
and shippers' 

prices 
  Percent of retail store prices 

1995 172.9 100.0 54.2 
1996 170.9 100.0 54.1 
1997 171.5 100.0 52.3 
1998 172.7 100.0 51.1 
1999 173.7 100.0 50.4 
2000 173.8 100.0 50.0 
2001 173.2 100.0 49.8 
2002 175.4 100.0 48.5 
2003 175.3 100.0 49.5 
2004 173.9 100.0 49.5 
2005 176.0 100.0 49.3 

Source:  USDA-ERS, CPI, Food and Expenditures, 
http://www.ers.usda.gov/Briefing/CPIFoodAndExpenditures/Data/table13.htm 
October 2006. 

 
 
The outlook for changes in consumer food prices are shown in Table 2 – 3 below. In 2005, the CPI 

for all food was 2.4, meaning the prices for all consumer foods increased approximately 2.4% from the 
previous year. This was a relatively small increase compared to very recent years’; however, the annual 
average inflation rate over the past 10 years (1996-2005) has been 2.5 percent. Fierce competition among 
retailers handling food and the increased competition by low-price, discount stores exert pressures to keep 
food prices low, even though these will be partially offset by increases in energy and transportation costs.  

 
CPIs for some of the major food groups are also reported in Table 2 – 3. The groups which did well in 

2005 included beef and veal and fresh fruits and vegetables. Poultry, eggs and dairy products did not do as 
well and reported CPIs less than that of food overall. 

 
The forecast CPI for all food for 2006 is about the 10-year average and for 2007 is slightly higher 

than average. Again, fresh fruits and vegetables should fare well, and eggs should be able to start to see an 
increase over the previous year. Unfortunately, beef and veal prices are expected to slide. Poultry and dairy 
products actually are forecast to see a decline in overall prices in 2006 and an increase less than the average in 
2007.  Further information on the CPI forecasts for major food groups can be found at the USDA-Economic 
Research Service’s Briefing Room:  http://www.ers.usda.gov/Briefing/CPIFoodAndExpenditures/outlook.htm  
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TABLE 2 – 3  CHANGES IN CONSUMER FOOD PRICE INDEXES, 2004 THROUGH 2007 
     Forecast Forecast 
Item 2004 2005 2006 2007 

  percent change from previous year 
All food 3.4 2.4 2.0 to 3.0 2.5 to 3.5 
    Food away from home 3.0 3.1 2.5 to 3.5 2.5 to 3.5 
    Food at home 3.8 1.9 1.5 to 2.5 2.0 to 3.0 
       Beef and Veal 11.6 2.6 0.0 to 1.0 0.0 to 1.0 
       Poultry 7.5 2.0 -2.0 to -1.0 1.0 to 2.0 
       Eggs 6.2 -13.7 2.5 to 3.5 4.0 to 5.0 
       Dairy products 7.3 1.2 -0.5 to 0.5 0.0 to 1.0 
        Fresh fruits 2.8 3.7 5.0 to 6.0 3.5 to 4.5 
        Fresh vegetables 4.3 4.0 5.0 to 6.0 3.5 to 4.5 

Source:  USDA-ERS, CPI, Food and Expenditures, 
http://www.ers.usda.gov/Briefing/CPIFoodAndExpenditures/Data/cpiforecasts.htm  October 24, 2006. 

 
 
The Producer Price Index (PPI), unlike the CPI, is based on prices received by producers from 

whomever makes the first purchase. For many farm products it has not changed much since 1982 which is the 
base year. For example, a PPI of 100.0 reflects a farm price equal to that of the base year, 1982. The PPIs 
shown here, in Figure 2 – 2, including that for all consumer foods, have all hovered between roughly 80 – 
160%, a testimony perhaps to the great output and efficiencies of the agricultural system but also to the 
downward price pressures put on the system. Since 2001, fresh vegetables, excluding potatoes, have shown 
more consistent, overall farm price gains with a 2005 PPI of 153.5. Beef and veal have shown stronger prices 
in the last 2 years, while others shown below have exhibited low and fluctuating producer prices.  

 

 
 
 
 

FIGURE 2 – 2. PRODUCER PRICE INDEXES, FARM PRODUCTS 
Base Year = 1982 
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Source:  USDA-ERS, Agricultural Outlook 
http://www.ers.usda.gov/publications/agoutlook/aotables/2006/10Oct/aotab07.xls. October 2006. 
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As consumer food expenditures are increasing, so too are the farm value and marketing portions of 

expenditures. Farm value increased to $155.5 billion in 2004, the latest year reported, while marketing costs 
increased to $633.4 billion (Figure 2 – 3). These marketing costs constitute a greater and greater portion of 
consumer food expenditures, approximately 79% in 1995 and 80% in 2004. Reasons include greater increases 
in marketing costs, including processing and transportation costs, outside of the farm sector. It also is a 
reflection of the greater transformation of farm products to consumer ready-to-eat products. In addition, food-
away-from-home costs are greater than retail costs as they include chef preparation and restaurant overhead 
costs. And as consumers eat out more these costs constitute a greater portion of the marketing bill. 

 
 

 
 
Marketing costs tracked and calculated by USDA-ERS are all the costs to transport and transform 

first point of sale farm food to food purchased by the consumer at retail or restaurant. These costs include all 
those costs associated with processing, wholesaling, transportation, retailing costs, and profits. In general, 
most of the marketing costs on a percentage basis remain steady (Figure 2 – 4). Energy as a percent of 
marketing increased slightly in 2004 as well as did intercity transportation, but over the past decade these 
costs have remained steady if not decreasing slightly. Labor has shown a slight increase over the last decade 
as well as corporate profits before taxes. 

 
 

 
 

FIGURE 2 – 3.  U.S. FARM VALUE AND MARKETING BILL, 1995 - 2004 
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Source:  USDA-ERS Food Marketing and Price Spreads, 
http://www.ers.usda.gov/Briefing/FoodPriceSpreads/bill/table1.htm  August 2006. 
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FIGURE 2 – 4.  MARKETING BILL COMPONENTS FOR FOOD PRODUCED IN THE U.S., 2004 
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“Other” includes depreciation, rent, advertising and promotion, interest, taxes, licenses, insurance, professional 
services, local for-hire transportation, food service in schools, colleges, hospitals, and other institutions, and 
miscellaneous items 
The marketing bill is the difference between the farm value and consumer expenditures for these foods at both 
food stores and restaurants. Thus, it covers processing, wholesaling, transportation, retailing costs, and profits. 
Source:  USDA-ERS, Food Marketing and Price Spreads, 
http://www.ers.usda.gov/Briefing/FoodPriceSpreads/bill/table2.htm  August 2006 
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Chapter 3.  Cooperatives 
Brian M. Henehan, Senior Extension Associate 

  
 

U.S. Situation 
 

Farmer cooperatives in the U.S. had gross sales of over $121 billion in 2005.  Total business volume 
was up 3.7 percent from $117 billion in 2003. 

 
 

Table 3-1.  U.S. FARMER COOPERATIVES, COMPARISON OF 2005 AND 2003 
 
 Item 
 
 
Sales 
Marketing 
Farm Supplies 
Service 
Total  
 
Balance sheet 
Assets 
Liabilities 
Equity 
Liabilities and net worth 
 
Income Statement 
Sales 
Net income before taxes 
 
Employees 
Full-time 
 
 
Membership 
 
 
Cooperatives 

 
 2005 
 

($ billion) 
 

 77.9 
 39.3 
 3.9 
121.2 
 

 
46.5 
27.0 
19.5 
46.5 
 

 
 121.2 

  2.5 
 

(Thousand) 
125.3 
  

 
(Million) 

2.6 
 

(Number) 
2,982 

 
 2003 
 
 ($ billion) 
 

 77.2 
 35.5 
 3.4 

 116.9 
 
 

 47.8 
 27.8 
 20.0 
 47.8 

 
 
 116.9 
 1.4 
 

(Thousand) 
165.1 

 
 

(Million) 
2.8 

 
(Number) 

3,086 

 
  Change 
 
 percent 
 

 +0.1 
 +1.0 
 -0.05 
 +3.7 

 
 

 -2.7 
 -2.1 
 -2.5 
 -2.8 

 
 

 +3.7 
 +78.5 

 
 

 -24.1 
 
 
 

 -.05 
 
 

 -.06 
    Source:  Farmer Cooperative Statistics, 2005, preliminary unpublished data, USDA Rural Development,  
     Washington, D.C. 
 

Sales of marketing and supply cooperatives as well as related services all increased in 2005.  Total 
cooperative marketing of farm products increased .1 percent to $77.9 billion.  Total sales of farm supplies 
amounted to just over $39 billion or a 1 percent increase from 2003.  Farm services grew slightly to $3.9 
billion in 2005. 

 
Total assets decreased by 2.7 percent, liabilities decreased by 2.8 percent and equity decreased by 

2.5 percent from 2003 to 2005.  Total net income before taxes increased significantly by 78.5 percent or $1.1 
billion. 
 

Farmer cooperatives remain one of the largest employers in many rural communities.  Although 
restructuring and downsizing have reduced the number full time employees in 2005 to 124,000 or by 24 
percent from 2003.
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Farm numbers continue to decline, as do memberships in cooperatives and the number of farmer 
cooperatives.  Cooperative memberships stood at 2.6 million, down about .05 percent from 2003.  Many 
farmers are members of more than one cooperative, hence cooperative memberships exceed U.S. farm 
numbers.  There are now 2,982 farmer cooperatives, down from 3,086 in 2003. 
 
New York State Situation 
 

Data for agricultural cooperatives headquartered in New York State were obtained from a 
Cooperative Service survey cited below.  State level data are collected every other year.  The most 
current statistics available are for the years of 2001 and 2003.  Table 3-2 summarizes cooperative 
numbers and business volume for New York State. 
 

 
Table 3-2.  NEW YORK STATE AGRICULTURAL COOPERATIVE NUMBERS 
                  AND NET BUSINESS VOLUME BY MAJOR BUSINESS, 2001 and 20031 
 
 Major Business 
 Activity 
 
Marketing: 
 Dairy 
 Fruit & Vegetable 
 Other Products2 
 
TOTAL MARKETING 
 
Supply: 
 Crop Protectants  
 Feed 
 Fertilizer  
 Petroleum  
 Seed  
 Other Supplies 
 
TOTAL SUPPLY  
 
Related Service3  
 
TOTAL 

 
 Number 
 Headquartered in State 
        2001     2003 
 
 64  61 
 9  9 
 6    6 
                  
 79  76 
 
 
 
 
 
 
 
 
 
 8  11 
 

5    [included 
    with supply] 

                  _____ 
 92  87 

 
 Net 
 Volume 
       2001                 2003 
 ($ million) 
    1,254.0  1,229.9 
 523.6      72.5 
     232.3    152.1 
                _______ 
    2,009.9  1,454.5 
 
 
 31.5  50.9 
 111.9  103.8 
 51.2  42.6 
 278.7  28.5 
 21.0  57.8 
 121.9  73.7 
 
 616.3  357.3 
 
 199.6  242.3 
                   ______ 
 2,825.8  2,054.1 

Source: Farmer Cooperative Statistics, 2001, RBS Service Report 59, USDA, RBS, Washington, DC March, 2000 and 
Farmer Cooperative Statistics, 2003.  Rural Development Service Report 64, USDA, Washington, DC April, 2006.   
1 Totals may not add due to rounding. 
2 Includes wool, poultry, dry bean, grains, livestock, maple syrup, and miscellaneous. 
3 Includes those cooperatives that provide services related to cooperative marketing and purchasing. 
 
 
 

The number of agricultural cooperatives headquartered in New York State in 2003 showed a net 
decrease of 5 cooperatives from 2001, with fewer dairy cooperatives and a decrease in the number of service 
and supply cooperatives.  Total net business volume declined from $2,826 million in 2001 to $2,054 million 
in 2003, a decrease of 27 percent.  It should be noted that state level data for agricultural cooperatives are 
becoming more difficult to obtain as more cooperatives operate across a broader multi-state area.  
Cooperatives headquartered in New York State generate significant business volume outside of New York 
State and a number of cooperatives headquartered outside of New York generate significant volume in New 
York.   
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Total net volume for marketing cooperatives decreased by $555 million, with fruit and vegetable 
marketing cooperatives showing a significant decrease in volume over the two year period.  Total volume for 
other products marketed through cooperatives declined as well.  A major portion of the decline in revenues 
for fruit and vegetable cooperatives came from restructuring in the processed fruit and vegetable industry.  
Net volume for dairy marketing cooperatives declined by about $24 million over the two year period. 

 
 Supply cooperative volume decreased by $259 million due to decreased overall sales as well as 

ongoing impact of the loss of the Agway system.  Total volume for services related to marketing or 
purchasing increased from about $200 million to $242 million over the two-year period. 
 
Cooperative Share of Northeast Federal Milk Marketing Order 1 
 

As indicated in Figure 3-1, the proportion of milk receipts handled by dairy cooperatives fluctuated 
over the twenty-year period and leveled off at about 67 percent from 1996 to 1999 under the old Federal 
Order 2.  

 
 
 

Figure 3-1. COOPERATIVE SHARE OF PRODUCER MILK RECEIPTS  
Federal Order 2, 1986- 1999 and Northeast Federal Order 1,  
2000-2006* 
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Source:  Market Administrator's Office, Northeast Federal Milk Marketing Order 1. 

*The year 2006 is based on data for the first eight months of the year.  Data from the year 2000 forward represent the 
consolidated Federal Milk Marketing Order 1 (the result of a merger of the old Federal Orders 1, 2, and 4). 
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 However, the cooperative share of milk receipts increased significantly to 76 percent in 2000 
under the new consolidated Order combining former Federal Order 1 (New England), Federal Order 2 
(New York-New Jersey), and Federal Order 4 (Middle Atlantic) into the new Northeast Milk Marketing 
Order 1.  The increase following the consolidation of Orders was primarily the result of pre-existing 
higher percentages of milk being shipped to cooperatives in the former Orders 1 and 4.  Those higher 
percentages increased the total average of milk received by cooperatives in the new Order 1.  The 
cooperative share of milk receipts for the first nine months of 2006 declined slightly to 75 percent from 
an average of 77 percent during the previous year.  
 
Cooperative Performance 
 

The financial performance of agricultural cooperatives operating in New York State has on the 
whole been good.  Due to the importance of dairy marketing and service cooperatives to New York 
producers, I will review their situation first. 

 
As discussed above, the share of milk receipts accounted for by dairy marketing cooperatives under 

Federal Milk Marketing Order 1 has remained stable at about 75 percent from 2000 through 2005.  For the 
first nine months of 2006, the cooperative share has declined by 2 percent.  An additional share of milk 
produced by farmers who are not cooperatives members is being marketed in Federal Order 1 by a common 
marketing agency that also handles a major share of milk from cooperative members. 

 
Unfavorable weather conditions including flooding in the Southern Tier during the crop season, has 

put pressure on crop harvests and milk production.  Excessive rainfall during planting and harvest seasons in 
some areas of New York will have a negative impact on farm supply sales and milk deliveries to dairy 
cooperatives.  
 

Milk prices have declined over the last year which contributed to more sluggish performance of 
cooperatives offering dairy herd improvement or breeding genetics to members.  Export sales of genetics and 
increased international operations have added to the revenues of the major genetics cooperative. 
 

Dairy cooperatives involved in value-added operations experienced mixed results.  A New York 
headquartered dairy marketing cooperative constructed a new soft products plant, the first new plant being 
built in New York State in a number of years.  The plant is up and operating while sales of yogurt has been 
strong. 

 
A dairy product manufacturing cooperative running various types of processing plants has been 

experiencing operating losses due to increased costs of energy, packaging and high value inventories as well 
as weak cheese sales.  A number of operating cooperatives across the U.S. are arguing that the USDA “make 
allowance” for manufacturing various dairy products needs to be adjusted.  The US Department of 
Agriculture determines make allowances, which are estimates of the costs of manufacturing a number of dairy 
products, which are used in federal milk pricing formulas.  USDA is currently conducting a review for a 
decision on whether the make allowances need to be changed. 

 
The bankruptcy settlement of the major supply cooperative continues as unsecured creditors have 

received periodic distributions from 2004 through 2006.  Payments are being made to unsecured creditors 
until the Trust created by the bankruptcy court is exhausted.  Total payments to be received by unsecured 
creditors, many of whom were members or retired farmers, are estimated at between 54 cents and 66 cents on 
the dollar. 
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As of June 26, 2006, a total of five distributions have been made adding up to 51 cents on the dollar. 
 Until all outstanding accounts are identified and all costs are deducted from the Trust, the value of the total 
distribution cannot be determined. 
 

The major juice grape cooperative in New York has reported weaker sales, higher expenses and 
lower returns to growers.  Consumer dietary trends have hurt sales of fruit juices.  A new CEO has been 
selected to run the marketing company.  He has trimmed management positions and is cutting costs.  New 
marketing strategies have been implemented to improve performance.  

 
A fresh apple marketing cooperative continues to grow with new members joining from across a 

broader geography.  This organization works on improving the coordination of marketing and quality control 
on behalf of members. 
 

The major vegetable processing cooperative continues to re-structure operations following a change 
in its relationship with a major food processing customer.  Acreage of processing vegetables delivered to the 
cooperative continues to increase, although variable weather limited production in some areas. 

A major fruit and frozen vegetable processing firm has announced the sale of several processing 
plants in New York and other states.   A new buyer has not been announced at this point.    
 

The Farm Credit associations experienced relatively good financial performance during the year. 
However, weaker prices for a number of commodities combined with poor weather in some areas to have 
contributed to weaker farm financial performance and creditworthiness.   
 

The cooperative bank that lends to rural cooperatives in the U.S. and New York, showed positive 
results during the most recent year that data are available.  Net income, cash patronage distributions and 
member equity all increased from last year. 
 
Cooperative Outlook 
 

Most cooperatives operating in New York State had positive results in 2006.  Weaker milk prices 
hindered the performance of dairy marketing and service cooperatives.  Although milk prices are projected to 
increase somewhat in 2007 from depressed levels, many dairy producers continue to receive prices below 
their cost of production and are tapping into credit reserves.  Dairy cooperatives will experience a decrease in 
member numbers as financially distressed farmers exit farming.  The extent of farm sales is unclear.  

 
Dairy cooperatives with value-added operations may experience less volatile costs for processing 

milk, packaging, transportation, and ingredients as energy prices stabilize.  It remains to be seen how energy 
prices unfold in 2007.  USDA is projected to announce an adjustment in the make allowance that will provide 
better margins for processing cooperatives but reduce the prices paid farmer members for their milk. 

 
Dietary concerns of consumers such as low carbohydrate diets and childhood obesity will continue 

to impact sales of consumer food products produced or sold by marketing cooperatives.  The "low-carb" craze 
of the past several years has waned a bit, but the increasing incidence of diabetes and childhood obesity 
continues to be a consumer concern.  These concerns have created both challenges and opportunities for 
marketing cooperatives. 
 

Uncertainty over the future structure of the processed fruit and vegetable industries in New York 
continues to have an impact on cooperatives involved in those industries.  Continued interest in new 
organizational structures and improved coordination will remain a priority as new players enter the industry in 
New York. 
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 A Midwest cooperative that purchased several of Agway’s subsidiaries continues to grow business 
in New York and Canada.  More U.S. and New York cooperatives seek to expand their geographic reach or 
enter into global markets to grow and sustain operations. 
 

Although 2006 has brought a number of challenges for cooperatives operating in New York State, 
increasing milk prices, stabilizing energy costs, and revitalized organizations bode well for the upcoming 
year.  Most cooperatives operating in New York State are well positioned for solid performance in 2007. 
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Chapter 5.  Grain and Feed 
Bill Tomek, Professor Emeritus  

 
  

For farmers with grain to market, 2006-07 is going to be a good year.  In contrast, farmers 
producing milk and other livestock products face a year of higher feed costs.  Basically, world-wide 
consumption of grains will exceed production, with a consequent increase in prices.  World-wide 
consumption of oilseeds, however, will about equal production, with ending inventories remaining 
about constant at adequate levels.  Nonetheless, soybean and soybean meal prices are expected to be 
higher.  Details follow. 
 
Corn 
 
 The national average corn yield, for the crop just harvested, is estimated to be a robust 
151.2 bushels per acre, up from last year, though down from earlier projections.  Spotty dry-weather 
conditions resulted in variable yields across the Corn Belt, and farmers planted and harvested fewer 
acres of corn this year than in 2005-06.  Consequently, production is down about 367 million 
bushels from a year earlier (Table 5-1).   
 

TABLE 5-1.  U.S. SUPPLY AND DEMAND BALANCE SHEET FOR CORNa 

 2004-05 2005-06E 2006-07F 

Supply:    
Harvested Acres (million) 73.6 75.1 71.0 
Yield (bushels per acre) 160.4 147.9 151.2 
  

(Million Bushels) 
Beginning Stocks 958 2,114 1,971 
Production 11,807 11,112 10,745 
Imports 11 9 10 
 Total Supply 12,776 13,235 12,725 
Use:    

 Feed & Residual 
 Food, Seed and Industrial 
 Ethanol for Fuelb 

6,158 
2,686 

       1,323 

6136 
2,981 

      1,603 

6,050 
3,540 
2,150 

 Total Domestic Use 8,844 9117 9,590 
Exports 1,818 2,147 2,200 
 Total Use 10,662 11,264 11,790 
Ending Stocks 2,114 1,971 935 

Stocks/Use Ratio 19.8% 17.5% 7.93% 

Avg. farm price, U.S., $bu. 2.06 2.00 3.00 

Avg. farm price, NYS, $bu. 2.37 2.05 - 

 
aData from USDA, World Agricultural Outlook Board, (November 9, 2006) “World Agricultural Supply and Demand 
Estimates.”  WASDE 440 
bEthanol for fuel is included in the food, seed, and industrial category and presented for illustrative purposes. 
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 Total use will exceed production, and inventories, both world-wide and in the U.S., are 
expected to be drawn down sharply.  Ending inventories in the U.S. on August 31, 2006 were 1.97 
billion bushels and are forecast to be only 0.935 billion on August 31, 2007.  If forecast consumption 
is realized, ending stocks will be only 7.9% of total use, down from 19.8% just two years earlier.  A 
similar situation prevails on a world-wide basis, with a declining stocks-to-use ratio (Table 5-2).  
 

TABLE 5-2.  WORLD SUPPLY AND DEMAND BALANCE SHEET FOR CORNa 
  

2004-05 
 

 
2005-06E 

 
2006-07F 

    
Supply: 
 

(Million Metric Tons) 
 

Beginning Stocks 103.23 131.23 124.55 
Production 712.78 693.29 688.73 
Imports 77.10 78.91 78.41 

Use:    
     Feed, Domestic 471.48 474.36 476.29 
     Total, Domestic 684.97 699.97 723.27 
     Exports 78.18 78.98 80.81 

Ending Stocks 131.23 124.55 90.0 
Stocks/Use Ratio 19.1% 17.8% 12.4% 
aData from USDA, World Agricultural Outlook Board, (November 9, 2006)  “World Agricultural Supply and Demand 
Estimates.”  WASDE  440 

 
 Stocks-to-use ratios below 10% in the U.S. are uncommon, and imply significantly higher 
prices (Figure 5-1).  Based on this historical relationship, the average farm price in the U.S. in 2006-
07 would be about $2.80 per bushel.  The official USDA forecast is a $2.80 to $3.20 per bushel 
range (mid-point $3.00).   
 

FIGURE 5-1. HISTORICAL RELATIONSHIP BETWEEN CORN PRICES AND THE 
STOCKS TO USE RATIO, 1994-2004.a

y = -0.9296Ln(x) + 0.4169
R2 = 0.8622
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a Data compiled from USDA Feed Grains Data Delivery System available at http://www.ers.usda.gov/db/feedgrains/ 
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 The market’s estimate of prices for future delivery, as of November 10, is still higher 
(Table 5-3).  These futures prices pertain to delivery along the Illinois waterway, running Southwest 
from Chicago to the Mississippi River, i.e., across Central Illinois.  Farm-level prices will be lower 
than the futures prices, but assuming an average basis for corn of 20 cents per bushel, the implied 
farm prices are well above $3.00 per bushel for the marketing year.  For example, the spot price of 
corn in Toledo Ohio is typically five to 10 cents below the May futures price on the first of May; 
hence, the November 10 quote of May futures ($3.6525) implies a farm price of about $3.55 in the 
Toledo market.  
 

TABLE 5-3. FUTURES PRICES FOR CORN 
AT THE CHICAGO BOARD OF TRADE. 

Contract Month Price November 10 
 - $ per bu. -  
December 2006 3.4325 
March 2007 3.595 
May 2007 3.6525 
July 2007 3.70 
September 2007 3.56 
December 2007 3.4475 
December 2008 3.22 

 
 
 Higher prices will tend to discourage use, and feed use is forecast to decline slightly in 
2006-07.  An important driver of corn prices, however, is the demand for food and industrial uses, 
especially the demand for corn for ethanol production.  Moreover, given the relatively small 
inventory to be carried into the new crop year, prices from May onward will be influenced 
importantly by growing conditions.  Corn prices normally become more variable as the marketing 
year progresses through the spring and summer, and in 2007, this variability could be particularly 
large.  The ethanol and feed situation are discussed in the last two sections of this chapter.   
 
Wheat 
 
 High corn prices imply that feed manufacturers will be looking for other sources of energy 
and protein.  But, the U. S. wheat crop is also short with relatively high prices.  The wheat belt had 
dry growing conditions, and the result was a decline in harvested acres and in yields (Table 5-4).  
Wheat production was almost 14% lower in 2006 than in 2005, and prices for the current marketing 
year are likely to average a dollar a bushel higher than last year.  With continuing strong demand for 
wheat for food uses and for exports, feed use of wheat is likely to be smaller, not larger, than last 
year.    
 
 An interesting scenario will play out in terms of farmers’ production decisions for the 
grains and oilseeds in 2007.  Over the longer term, acres planted to wheat have trended downward.  
This trend has been more-or-less offset by a modest uptrend in wheat yields.  When growing 
conditions are poor as in 2006, the small yields combine with small area planted to give sharply 
higher prices.  The low profitability of wheat relative to alternatives has been a major factor 
resulting in smaller planted acres.  But this year, prices for all of the grains and oilseeds are higher, 
and producers will need to look carefully at the expected profitability of alternative crops in making 
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decisions.  Acres planted and growing conditions will be important drivers of prices for the various 
crops in the last half of 2007. 
 
 
 

TABLE 5-4.  U.S. SUPPLY AND DEMAND BALANCE SHEET FOR WHEATa 

 2004-05 2005-06E 2006-07F 

Supply:    
Harvested Acres (million) 50.0 50.1 45.8 
Yield (bushels per acre) 43.2 42.0 38.7 
  

(Million Bushels) 
Beginning Stocks 546 540 571 
Production 2,158 2,105 1,812 
Imports 71 82 105 
 Total Supply 2,775 2,727 2,488 
Use:    

 Food 
 Seed  
 Feed & Residual 

910 
78 

      182 

915 
78 

        153 

920 
80 

145 

 Total Domestic Use 1,169 1,146 1,145 
Exports 1,066 1,009 925 
 Total Use 2,235 2,155 2,070 
Ending Stocks 540 571 418 

Stocks/Use Ratio 24.2% 26.5% 20.2% 

Avg. farm price, U.S., $bu. 3.40 3.42 4.35 

Avg. farm price, NYS, $bu. 2.80 3.05 - 

aData from USDA, “World Agricultural Supply and Demand Estimates”, November 9, 2006 WASDE 440 

 
 
 
Soybeans 
 
 Acres harvested for soybeans, in contrast to corn, increased, and yields are estimated to be 
an excellent 43 bushels per acre across the U.S. (Table 5-5).  Production is estimated to be a record 
3.2 billion bushels, and with a carryover of 449 million bushels, total supply is expected to be 3.657 
billion bushels.  World production is expected to increase 6.9 million metric tons  (the U.S. crop is 
up 0.7 million tons), with ending inventories in the world being forecast at 25% of expected use 
(Table 5-6). 
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TABLE 5-5.  SUPPLY AND DEMAND BALANCE SHEET FOR SOYBEANSa 

  
2004-05 

 
2005-06E 

 
2006-07F 

Supply:    
Harvested Acres (millions) 74.0 71.3 74.5 
Yield (bushels per acre) 42.2 43.0 43.0 

 (Million Bushels) 

Beginning Stocks 112 256 449 
Production 3,124 3,063 3,204 
Imports 6 3 4 
 Total Supply 3,242 3,322 3,657 

Use:    
     Crushings 1,696 1,739 1,780 
     Exports 1,097 947 1,145 
     Seed 88 93 91 
     Residual 104 95 75 
 Total Use 2,986 2,874 3,091 
    
Ending Stocks 256 449 565 
Stocks/Use Ratio 8.6% 15.6% 18.3% 
Avg. farm price, U.S., $bu. 5.74 5.66 5.90 
Avg. farm price, NYS, $bu. 5.40 5.20 - 
aData from USDA, World Agricultural Outlook Board, (November 9, 2006)  “World Agricultural Supply and 
Demand Estimates.”  WASDE 440 

 
 

TABLE 5-6.  WORLD SUPPLY AND USE BALANCE  SHEET FOR SOYBEANSa 

 2004-05 2005-06EF 2006-07F 

Supply:    

 (Million Metric Tons) 

Beginning Stocks 38.56 48.18 52.15 
Production 215.95 218.04 224.97 
Imports 63.60 64.12 69.73 

Use:    
     Crush, Domestic 175.75 184.04 191.67 
     Total, Domestic 205.39 213.77 221.06 
     Exports 64.54 64.42 70.57 

Ending Stocks 48.18 52.15 55.22 
Stocks/Use Ratio 23.5% 24.4% 25.0% 
aData from USDA, World Agricultural Outlook Board, (November 9, 2006)  “World Agricultural Supply and 
Demand Estimates.”  WASDE 440 
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Demand for soybeans will remain strong.  But given the ample supplies, prices are 

surprisingly high (at least to this writer).  The USDA is forecasting an annual average farm price of 
$5.90 per bushel, up 24 cents from last year.  Moreover, the futures market is forecasting still higher 
prices, even after allowing for local bases.  As of November 10, prices for January 2007 delivery on 
the Illinois waterway were $6.625 per bushel and for harvest-time (November) 2007 $6.99 per 
bushel (Table 5-7).   
 
 

 TABLE 5-7.  FUTURES PRICES FOR SOYBEANS AT 
THE CHICAGO BOARD OF TRADE. 

Contract Month Price November 10 
 $ per bu. 
January 2007 6.625 
March 2007 6.745 
May 2007 6.8175 
July 2007 6.905 
August 2007 6.945 
September 2007 6.95 
November 2007 6.9925 
November 2008 6.900 

 
 
 Several hypotheses may help explain why soybean prices are so high.  One is that high corn 
prices attract acreage away from soybeans, thereby lowering expected production and raising 
expected (futures) prices for beans.  Corn and soybean prices certainly are related.  Also, the market 
may be expecting a larger increase in demand than is reflected in the USDA data.  On the other 
hand, the distiller grains from ethanol production provide an alternate source for protein in cattle 
feed.  So, it will be interesting to see how relative prices play out as planting time approaches in the 
Corn Belt and how this may influence production decisions.   
 
 If prices of corn and soybeans remain high at planting time and hence at profitable levels 
for producers, they may want to consider locking in these profits for a portion of their expected crop 
via hedging in futures or forward contracts.  For corn and soybean meal users, one type of 
“protection,” that might be considered, is to buy call options, which provide insurance against even 
higher prices.  It may also be possible to make forward contracts for some portion of feed needs. 
 
 
 Feed and Ethanol 
 
 Higher prices for corn and soybean meal mean higher prices of feed.  The historical 
relationship between the prices of corn and dairy feed is provided in Figure 5-2.  The horizontal axis 
represents the average price of corn in New York State in March, while the vertical axis is the April 
1 price of 16% protein dairy feed in the Northeast U.S.  The price of feed was $190 per ton in April 
1, 2005 and $207 per ton in 2006, while the respective corn prices were $2.38 and $2.41 per bushel.  
Of course, factors other than the price of corn affect feed prices, and the relationship between feed 
and corn prices is far from an exact one.  Nonetheless, higher corn prices imply higher feed costs.  
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Assuming corn prices are one dollar per bushel higher in 2007 than in 2006, dairy feed prices will be 
at least $15 per ton higher year over year, and the increase will probably be much larger than $15.   
 
 
 

FIGURE 5-2. RELATIONSHIP BETWEEN DAIRY FEED AND CORN PRICES, 1995-
2006
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 Ethanol production is an increasingly important driver of corn prices, and from the 
viewpoint of feed users, growth in ethanol output has two potential impacts.  First, it increases the 
price of corn, hence the price of feed, but second, a by-product of ethanol–distillers grains–is a 
source of protein that can be used in mixed feeds, especially for dairy cows and other cattle.  Larger 
production of ethanol implies lower prices for this source of protein in mixed feed. 
 
 So, what is going to be the future demand for corn to be used for ethanol?  Some analysts 
have simply added the capacity of existing plants, of plants under construction, and of plants 
planned for construction, assuming these plants will operate at full capacity.  The current plant 
capacity is about 5.2 billion gallons of ethanol, which require approximately 1.9 billion bushels of 
corn to operate at full capacity (assumed conversion factor 2.68 gallons per bushel).  The USDA 
estimated 1.6 billion bushels were used for ethanol from September 1, 2005 through August 31, 
2006.  Additional capacity, under construction, is estimated at 3.8 billion gallons, which would use 
another 1.4 billion bushels, or 3.3 billion in total if all of this capacity were on line and fully utilized 
(which is unlikely).  The USDA is estimating that 2.15 billion bushels will be used for ethanol in the 
current marketing year.   
 
 The additional capacity in the planning stages is not precisely known.  A Bank of America 
analysis of potential investments in ethanol production estimates that planned additional output is 
17.6 billion gallons.  If built and operated at full capacity, these plants would use an additional 6.57 
billion bushels of corn.  The total corn required, adding planned capacity to current and under 
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construction capacity, would be over 9.9 billion bushels.  This number seems unrealistic in terms of 
available supply of corn that could be economically available within the next five to 10 years.  But, 
an Iowa State University analysis estimates that in the long run, ethanol production could reach a 
level using 11.1 billion bushels of corn.  This would require huge adjustments in crop and livestock 
production.  I summarize some guesstimates in Table 5-8, and provide qualifications to any set of 
estimates in an addendum which follows.    
 
 

Table 5-8. CORN USED FOR ETHANOL AND CORN PRICES 
 

Marketing Year Ethanol Use U.S. Price Average 
 (mil. bu.) ($ per bu.) 
   

2004-05 1,323 2.06 
2005-06 1,603 2.00 
2006-07 2,150 3.20+ 
2007-08 2,900 3.05-4.05 
2008-09 3,700 3.20-4.20 

   
Long run 11,100 4.05 

                                                                                                                                               
Based on judgment using a variety of sources. Long-run estimate is from Iowa State Card 
Briefing Paper 06-BP 49; their estimates assume $60 per barrel oil price and continuation of 
the tax credit 

 
 
 
 The profitability of ethanol production depends importantly on the cost of the major input, 
corn, and on the value of the outputs, ethanol and its by-product, distiller grains.  Ethanol prices, in 
turn, are highly correlated with wholesale gasoline prices.  If ethanol were not subsidized through 
tax credits, the value of a gallon of ethanol would be perhaps 0.9 the wholesale price of gasoline (see 
qualification discussion, last section).  In other words, if the wholesale price of gasoline is $1.50 per 
gallon, then the value of a gallon of ethanol may be approximately $1.35.  Because of the way the 
ethanol tax credit works, $1.35 translates to an ethanol price of $1.86, although a potential limit exist 
on the gallons eligible for the credit.  Of course, oil and corn prices are variable, and these numbers 
are merely illustrations.     
 
            The foregoing discussion has two implications.  First, an upper limit exists on the demand for 
corn for ethanol.  At some point, the price of ethanol relative to the price of corn will signal that 
further expansion of ethanol production will not be economic.  Based on plausible assumptions, the 
demand for corn for ethanol may level off near four billion bushels, although as noted above, an 
Iowa State report suggests that use could ultimately rise to over 11 billion bushels (Table 5-8).  
While this level seems unlikely to this writer, all analyses imply that corn prices are going to have a 
higher average level than in the past.  
 
 Second, variability in oil prices is a new source of instability in the feed market.  Corn 
prices are likely to fluctuate more around a higher average level.  And, particularly over the next few 
years, as supplies adjust to new demands, grain prices are going to be especially vulnerable to 
weather shocks. For example, in 2007, we will have relatively small ending inventories of corn, and 
if we experience a hot, dry growing season, corn prices could easily sky-rocket to $5.00 per bushel.  
The up-side price risk for grain buyers looks a lot larger than the down-side price risk for grain 
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producers.  From a feed users point of view, the expansion of the ethanol market has resulted in 
higher prices on average and introduced an added source of price risk.   
 

 
Ethanol Economics: Qualifications 
 
 In preparing this chapter, I was struck by the numerous and varied assumptions about prices 
and technical coefficients that exist in the literature analyzing the profitability of ethanol production.  
Any analysis, including the discussion in this chapter, needs to be highly qualified.  To help the 
reader better appreciation the difficulties of understanding the economics of ethanol, I list some key 
questions.  Many relate to estimating the value of the outputs. (1) How much ethanol can be 
produced from a bushel of corn?  The answer depends in part on the age and technology of the plant.  
Old analyses assumed 2.5 gallons per bushel.  I used a published paper that assumed 2.68 gallons per 
bushel.  Some analysts use 3.0 gallons per bushel, which is perhaps appropriate for recently built 
plants.   
 
 (2) What is the value of a gallon of ethanol relative to the price of gasoline?  A U.S. gallon 
of gasoline contains 114,132 btu’s, while one gallon of ethanol contains only 76,000.  But, this is not 
the whole story about value.  Ethanol is blended with gasoline, and it raises the octane level and 
serves as a replacement for the additive MTBE, which is carcinogenic.  I assumed that the price of 
ethanol will equal 90% of the wholesale price of gasoline.  This is consistent with the mileage loss in 
a 85% gasoline 15% ethanol blend.  The price of ethanol in mid-November for current delivery is 
$2.10 per gallon, but $1.80 per gallon for December 2007 delivery.  These prices include an 
allowance for the 51 cent per gallon tax credit.  (3) Given the assumed relationship between gasoline 
and ethanol prices, what price of gasoline should be used in the computations?  Are oil and gasoline 
prices going to rise or fall?  A common benchmark in analyses is $60 per barrel for crude oil   
 
 (4) What is the value of the dried distillers grains–the by-product of ethanol production?   
This number depends on the supply of the by-product and its competition with alternative sources of 
protein.  It is used mainly for cattle; it is not appropriate for hogs and poultry. A recent  analysis 
assumed a precise price of $77.56 per ton, or $0.039 per pound.  Still another assumption, that is 
required, is the by-product yield from a bushel of corn.  An estimate in the literature is 17 pounds of 
dried distillers grains per bushel, which at 3.9 cents per pound, has a value of about 66 cent per 
bushel.  (Source: Elobeid, A., et al. The Long-Run Impact of Corn-Based Ethanol on the Grain 
Oilseed, and Livestock Sectors: A Preliminary Assessment, Iowa State University CARD Briefing 
Paper 06-BP 49, November 2006.)  But, this value will vary by region depending importantly on 
regional supplies and demands and transportation costs.   
 
 Other questions related to the costs of production.  (5) What is the expected price of corn in 
the future?  This will depend, in part, on how farmers respond to the expected profitability of 
alternative crops.  To what extent, will prices induce farmers to switch from soybeans and wheat to 
corn?  What adjustments will occur in livestock and export demands?  As Tables 5-3 and 5-6 show, 
corn prices at harvest next year are expected to be about $3.45 and soybeans about $7.00.   Another 
cost is the fuel to run the plant, which also has a variable price.  And so on. 
 

Bottom line.  Many different assumptions can be made, resulting in diverse conclusions.  It 
is important, therefore, to have a healthy skepticism about individual, seemingly precise 
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pronouncements about the magnitude of the growth in ethanol production and its likely effects.  
Ethanol production will grow, but limits exist on this growth.  But, even at a corn-use level of four 
billion bushels, ethanol will be a significant determinant of corn and feed prices.   


